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PART I 

SOUTH DAKOTA STATE PLAN ATTACHMENT4.19D 

REIMBURSEMENT FORNURSING 


FACILITIES 

(OTHER THAN STATE-OPERATED FACILITIES) 

Section A - General: 

1. 	 Thepurposeof this plantodefinethemethodologyfortheestablishmentof 
reimbursement rates for nursing facilities participating in the State's Medicaid program. 
Provisions of and payments underthis reimbursement plan shall begin July1 ,  1999. 

2. 	 The Department of Social Services requires each Medicaid participating nursing facility 
to complete and submit a uniform report, known as the "Statistical and Cost Summary for 
NursingFacilities", to theDepartmentwithin 150 days followingthecloseofeach 
facility'sfiscalyear.Thereportsshall be completedfollowinggenerallyaccepted 

procedures,accounting the Provider ManualMedicare Reimbursement (HCFA 
Publication 15), and/orinstructionsfromtheDepartment.Theaccrualmethod of 
accounting is required. 

3. 	 The cost reporting period tobe used for the establishmentof the Medicaid reimbursement 
ratesto be effectiveJuly 1, 1999, will be basedonthenursingfacilityyear-endcost 
report(s) from April 30,1997 through March 31, 1998, and are commonly referred to as 
the 1997 cost reports. 

4. 	 All providers shall be required to keep all financial and statistical records for a minimum 
of six years following the submission of cost reports and these records must be made 
availabletotheDepartmentofSocialServicesand/orMedicaidFraudUnit(MFCU) 
and/or Department of Health and Human Services (HHS) upon request. In no instance 
shalltherecordsrequiredby this paragraph be knowinglydestroyedwhenanaudit 
exception is pending. 

5 .  	 All cost reports submitted will be maintained in the Department's files for a minimum of 
six years or until any audit exceptions are cleared, whichever is longer. 
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/ 6 .  	 Participationintheprogramas a provider ofnursingfacilityservicesshallbelimitedto 
thosefacilitiesthatacceptaspaymentinfullthereimbursementestablishedunderthis 
plan for the services coveredby the plan. 

7. Nursingfacilitiesshall be classifiedasshownbelow: 

CLASSIFICATIONS 

A.Level I - Allnon-waiverednursingfacilitiesparticipatingintheSouthDakota 
Medicaid Program. 

IIB. Level - Waivered 

A Level II Waivered Nursing Facility is a nursing facility that is operating under 

anapprovedwaiver,grantedbytheSouthDakotaDepartmentofHealth, 

regarding professional nurse staffing requirements. 


8. 	 Allnursingfacilitiesmustmeetnursingfacilityrequirementsand OBRA requirementsas 
required under certification and licensure standards. 

9. 	 Field audits of cost reports shall be conducted that shall meet or exceed the scope of Title 
XVIII specifications.Allfacilitycostreports may be deskaudited,withfieldaudits 
conducted asnecessary.Additionally,allfacilities may be auditedpriortoany 
ownership change, the scope of the audit to be determined by the Department of Social 
Services. 

10. All audit exceptions shallbe accounted foron the HCFA 64 in accordance with the-State 
Medicaid Manual, Part 1,  Section 2500. 
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Section B - Cost Reporting Conditions; 

1. 	 Rentpaidto arelatedorganizationshall bedisallowedandactualcostofownershipshall 
be reported. For purposes of this plan, cost of ownership is defined as mortgage interest, 
plusdepreciationonbuilding@),plusdepreciation on equipment,plusrepairsto 
building(s), plus repairs to equipment, plus insurance on building(s), plus insurance on 
equipment, plus property taxes. 

2. 	 Theprovidershallidentifyallrelatedorganizations to whomreportedoperatingcosts 
werepaid.Identification oftheamount of thesecosts,theservices,facilities,supplies 
furnished by or interest paid to a related organization shall be attached to the annual cost 
report.Costsshallnotbeallowedtoexceedthelesser of actualcosttotherelated 
organization or the open market cost. 

3. 	 Allowablecostsarebaseduponcriteriaasdefined in HCFA-15,ProviderReimbursement 
Manual, except as otherwise described below. 

RoutineServices.RoutineServicesshall be definedasthoseservicesanditemswhich 
are necessary in meeting the care, treatment and comfort of the residents. The following 
itemsandserviceswill be consideredto be routine for purposes ofMedicaidcost 
reporting and included in the Medicaid per diem rate. 

a. 	 Allgeneralnursingservices,includingadministrationofoxygenandmedications; 
handfeeding; care of the incontinent; tray service; normal personal hygiene which 
includes bathing, skin care, hair care, nail care, shaving, and oral hygiene;etc.; 

b.Itemsusedinthe care andtreatmentof residents,such as alcohol,applicators, 
cottonballs,Band-Aids,linensavers,colostomysupplies,catheters,catheter 
supplies(eg,bag),irrigationequipment,needles,syringes, I.V. equipment, 
supporthose,hydrogenperoxide,enemas,screening tests (such as: Clinitest, 
Testape, Ketostix, etc.), tongue depressors, facial tissue, personal hygiene items 

includes lotion, toothbrushes,(which soap, powder, shampoo, deodorant, 

toothpaste, denture cups and cleaner, mouth wash, peri-care products, etc.) and 

over-the-counter medications; 
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which areutilized byindividualresidentsbutwhich are reusablec. Items and 
expectedto be available,suchasresidentgowns,waterpitchers,bedpans,ice 

crutches, equipment,bags, bed rails,canes, walkers,wheelchairs,traction 

alternating pressure pad and pump, other durable medical equipment,
etc.; 

d. SocialServicesandActivitiesincludingsuppliesfortheseservices; 

e. 	 Atleast 3 meals/dayplannedfromtheBasicFourfoodgroupsinquantityand 
varietytoprovidethemedicallyprescribeddiets. This includesspecialoral, 
enteral, or parenteral supplementsdietary used for meal or nourishment 
supplementation,even if writtenasprescriptionitem by aphysician - asthese 
supplements have been classifiedby the FDA as a food ratherthana drug; 

f. LaundryServices; 

g. 	 Therapy Services when provided by facilitystaff or by a consultant under contract 
with the facility; 

h. 	 Transportationservicesnecessarytomeetthemedicalandactivityneeds of the 
exclusivecommercial and wheelchairresidents of ambulancespecialized 

transportation services. 

1. 	 Oxygen,regulators,tubing, masks, tents,andotherequipmentnecessaryforthe 
administration of oxygen; and, 

j .  Oxygenconcentrators; 

k. 	 RespiratoryServicesandSupplies(Respirator/Ventilator equipment will be 
subject to Section D, Provision Number11). 
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Non-RoutineServices.TheseservicesareconsideredancillaryforMedicaidpayment. 

Thecostsoftheseservicesshould be accountedperinstructionsforcompletingthe 

Statistical and Cost Summary Report. The costs of these services must be billed by the 

physician, laboratory, pharmacy, agency, supplier, or therapist providing the service. 


a. PrescriptionDrugs; 

b. Physicianservicesfordirectresident care; 

c. LaboratoryandRadiology; 

Healthd. Mental Services; 

e. Therapyserviceswhenprovided bysomeoneotherthanafacilityemployee;and, 

Prostheticdevices andsuppliesforprostheticdevicesprovidedforanindividual 
resident. 

Servicesprovided byindependentmedicalpractitionerforthedirectcareof 
patients. 

4. 	 Reasonablecostsshall be "appropriatelydocumentedallowablecosts"that do notexceed 
the following limitations: 

a. 	 Directcarecosts (asdefined in theMedicaidCostReportandInstructions)shall 
be Case Mix adjusted and limited as follows: Effective July 1, 1999, the median 
cost is to be based on all Level I non-waivered nursing facilities that have a case 
mix acuity level of 1.OOor more. The Department will then establish a minimum 
ceiling at 115% of the median, and a maximum ceiling at % of the median. 

(1) 	 Effective for State Fiscal Year 2000 the Medicaid Program will pay 95% 
of the costs between the 115%ceiling and the 125% ceiling. 

(2) Effective for StateFiscalYear2001theMedicaid Program willpay 90% 
of the costs between the 115% ceiling and the 125% ceiling. 

(3) Effective for State Year and theFiscal 2002thereafterMedicaid 
Program will pay 80% of the costs between the 115 % ceiling and the 
125% ceiling. 
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Any costsinexcess of 125% willnotberecognized.Theceilinglimitations 
will apply to all nursing facilities participating in the State Medicaid Program. 

Health & Subsistence costs (consist categoriesofb. 	 cost Health & 
Subsistence, Plandoperation and Other Operating as defined in the State Medicaid 
Cost Report) shall be limited as follows: Effective July 1, 1999, the median cost 
is to be based on all Level I non-waivered nursing facilities that have a case mix 
acuity level of 1.00 or more. The Department will establish a minimum ceiling at 
105% of the median, and a maximum ceiling 110% of the median. 

(1) Effective for State Fiscal Year 2000 the Medicaid Program will pay 95 % 
of the costs between the 105% ceiling and the 110% ceiling. 

(2)Effective for StateFiscalYear2001theMedicaidProgramwillpay 90% 
of the costs between the 105% ceiling and the 110%ceiling. 

(3) 	 Effective for StateFiscalYear2002andthereaftertheMedicaid 
Program will pay 80%of the costs between the 105% ceiling and the 
110%ceiling. 

Any costsinexcess of 110% willnotberecognized.Theceilinglimitations 
will apply to all nursing facilities participating in the State MedicaidProgram. 

c. 	 Administrativecosts(asdefinedintheMedicaidCostReport)shall be limitedas 
follows:EffectiveJuly 1, 1999,themediancostto be based on the 
administrative costs of allfreestandingnon-chainorganization affiliated nursing 
facilities.TheDepartmentwillestablisha minimum ceilingat 105% of the 
median, and a maximum ceiling of110%of the median. 

(1) Effective for State Fiscal Year 2000 the Medicaid Program will pay 95% 
of the costs between the 105% ceiling and the 110%ceiling. 

(2)Effective for StateFiscalYear2001theMedicaidProgramwillpay 90% 
of the costs between the 105% ceiling and the 110%ceiling. 

(3) 	 Effective for StateFiscalYear2002andthereaftertheMedicaid 
Program will pay 80% of the costs between the105% ceiling and the 
110% ceiling. 
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Any costs in excess ofthe 110% limitation will not be recognized. The ceiling 
limitationswillapplytoallnursingfacilitiesparticipatingintheStateMedicaid 
Program. 

d. 	 Capitalcostsshallbelimitedto $9.94 perresidentdayforallnursingfacilities 
the MedicaidparticipatingState Program. ( S e e  Section C, Provision 

Number(s) 3, 4, 5 ,  & 6) .  

5. 	 A returnonnetequityshall be anallowablecostforproprietaryfacilities.Theallowable 
rate of return shall be the average mid-pointof the prime interest rate and the rate of 180
day U.S. TreasuryBills,asreported on thelastbusinessday of June,September, 
December, and March. The rate of return shall notexceed 10%andwill be calculated 
on the provider's fiscal yearend balance sheet of the cost report required in Section A, 
Provision Number 3. 

6 .  	 Buildingdepreciationshall be limitedto 3 % onmasonryand 4% onframebuildingsand 
shall be calculated on the straight-line method. Generally-accepted accounting procedures 
will be used indeterminingthelife ofany addition(s)andimprovementstoprimary 
structures. Effective July 1, 1999, the capital basis for depreciation ofnew construction, 
major renovation, and or any facilities acquired through purchase, must be subject to a 
salvage value computation of at least % (Section C, Provision Number 6).  

7. Depreciation on fixed equipment straight-lineshall be calculated on the method, 
followingAmerican Association (AHA) Guidelinesanythe Hospital for item(s) 
purchased after January 1,  1987. 

moveable furniture, and8. 	 Depreciation on major equipment, automobiles, specialized 
equipmentshall be calculated on thestraight-linemethod,followingtheAmerican 
Hospital Association (AHA) Guidelines for any item purchased after January 1, 1987. 
Deviations from the AHA Guidelines maybe granted in thoseinstances in which facilities 
can provide the Department with documented historical proof of useful life. 
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Section C - Limits and Ceilings: 

1. DirectCareCaseMixAdjustedCost - 115% to125 % 

The method used to determine the Direct Care Case Mix Adjusted Cost will be: (1) 
Calculate the average Case Mix Score for each facility during the cost reporting period, 
(Section A, Provision Number 3); (2) Determine the per diem Case Mix Component 
Cost for each facility from the cost report (SectionA, Provision Number 3); and (3) 
Divide each facility's per diem Case Mix Componentcost by its Case Mix Score to 
arrive at the facility's Case Mix Adjusted Per Diem Cost. The Case Mix Adjusted Per 
Diem Cost will then be used to establish a minimum ceiling at 115% of the median and 
a maximum ceiling at 125% of the median. The Medicaid Program will only pay a 
stated percentage of all costs in excessof the 115% (Section B, Provision Number 4a). 
Any costs in excess of 125% will not be recognized. The ceiling limitations will apply 

to all nursing facilities participating in the State MedicaidProgram. 

Care2. Non-DirectCost 

TheNon-DirectCareCostcomponentswillconsist of (1) GeneralAdministrative;(2) 
HealthandSubsistence; (3) OtherOperating;(4)Plant/Operational;andCapital.The 
Non-Direct Care Costs will notbe subject to Case Mix Adjustment. 

Non-Direct Care Costs will be limited by establishing three separate cost categories and 
establishing ceiling limitations for each. 

a.Health & Subsistence Costs - 105% to 110% 
This category will consist of the cost categories of Health & Subsistence, 
Plant & Operation and Other Operating, as defined in the Medicaid Cost 
Report.Themediancostisbased on all Level I non-waiverednursing 
facilities that have a case mix acuity level of 1.00 or more. A minimum 
ceiling will be established at 105%of the median and a maximum ceiling 
will be established at 110% of themedian.TheMedicaidProgramwill 
onlypay astatedpercentageofcostsinexcessofthe 105% limitation 
(Section B, ProvisionNumber4b).Anycostsinexcessofthe 110% 
limitation will notbe recognized. 
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b. 	 Administrative Costs - 105% to 110% 
The median cost of administrative costs will be based on the administrative 
cost category, as defined in the Medicaid Cost Report, and will be based 
on the administrativecosts of all freestanding non-chain organization 
affiliated nursing facilities. A minimum ceiling will be established at 
105% of the median and a maximum ceiling will be established at 110% 
of the median. The Medicaid Program will only pay a stated percentage 
of the costs in excess of the 105% limitation (Section B,Provision 
Number 4c). Any costs in excess of the 110% limitation will not be 
recognized. 

c. CapitalCost - Dollar Limitation 
The Capital Cost Components will consist of (1) Building Insurance, (2) 
Building Depreciation, (3) Furnitureand Equipment Depreciation,(4) 
Amortization of Organization and Pre-OperatingCosts, (5) Mortgage 
Interest, (6)  Rent on Facility and Grounds, (7)  EquipmentRentand, (8) 
Return on Net Equity. The Capital Cost will be limited to$9.94per 
resident day for all participating nursing facilities. 

3 .  Leased Facility - maximum capital costsafor leased facility are limited to the 
following:-

costs and facilitiesa.The maximum capital for facilities negotiating new leases 
renewingexisting leases afterJune 30, 1999, is limited to the lower of actual 
costs or to the capital cost limitation per Section C, Provision Number 2.c. The 
capital cost components for computing the above limit shall consist of: (a) rent on 
facility/grounds and equipment; (b) building insurance; (c) building depreciation; 
(d) furniture and equipment depreciation; (e) amortization of organization and pre
operatingcosts; (0capital related interest;and,(g)returnon net equity.The 
capital cost items are allowable only if incurred andpaidby thelessee.Capital 
costs will not be recognized in any other manner than as outlined in this section if 
incurred by the lessor (owner) and passed on to the lessee. 

b. 	 The maximum allowable for rental payment(s) for facilities negotiating a new 
lease and facilities renewing existing leases after June 30, 1999, are limited to the 
lower o f  actual lease costs or 70% of the weighted average per diem cost of the 
capital costs for owner-managed facilities. 
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c. 	 The maximum allowablecapitalcosts for facilities with a valid lease prior to June 
30, 1999,shall be the capitalcost as recognized(subject to limitations) by the 
Department on July 1, 1998. 

d. No reimbursementshall be allowedforadditionalcosts related to sub-leases. 

4. 	 Forreimbursementpurposesoutlinedunder this plan, any leaseagreemententered into 
by the operator and the landlord shall be binding on the operator or his successor(s) for 
the life of the lease, even though the landlord may sell the facility to a new owner. For 
reimbursement purposes outlined under this plan, the only exceptions for permitting the 
breaking of a lease prior to its natural termination date shall be: 

a. the new ownerbecomestheoperator; or, 

b. 	 theownersecureswrittenpermissionfrom the Secretary of the Department of 
Social Services to break the lease. 

5. 	 The maximum allowablecapitalcostforanowner-managed facility shall be limited to 
$9.94 per resident day for all nursingfacilities.Beginning July 1, 2000 and annually 
thereafter, the capital cost limitation will be inflated by one/half the annual percentage of 
costchangefrom the previous year to the currentyear,calculated by using the Means 
Building Index for South Dakota. 

6 .  	 New constructionnotification - Effective July 1,1999, all nursing facilities that are 
planning to undertake new construction of a nursing facility, and/or a major expansion, 
and/orrenovationprojectarerequired to notify the Department of Social Services, in 
writing and prior to the start of construction, regarding the scope and estimated cost(s) of 
the project.Forpurposes of this notification requirement any improvement,repair or 
renovation project will be defined as any improvement or repair with an estimated cost of 
$125,000 or more. 
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